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MT PRRIME

M\, Project Context
gtuartr:nt > Vision ; Procure ; Implement ; gl:;?ée ;

Determine Our
MT PRRIME Study|of View of the Future Issue Bonds and Re-Engineer and Achieve Desired
Our Needs and : : .
. and Gain Obtain the System Implement Efficiencies
Recommendations
Support/Approval

Bill ; > ‘ Bond >
. HB 188
Drafting lssuance Pay Off Bonds

 State of Montana operates mainframe-based financial, human resource and asset management applications
built 20-25 years ago that are not Year 2000 compliant.

* Current system is failing to meet the needs of State agencies.

» Senate Joint Resolution 23 is the Legislature’s decision to re-engineer Montana’s information management
environment.

* MT PRRIME undertaken to analyze the State’s information management environment.

* This phase of MT PRRIME is being undertaken to refine the business case to replace core systems with a
third-party, off-the-shelf software solution.

The intent of this phase is to establish an im perative to chan ge
based on cost savin gs from the bud geting, payroll, and accounts
payable and purchasin g processes.
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MT PRRIME

M\, Project Objectives

» Assess the current Purchasing and Accounts Payable Processes;
 Establish the Change Imperative for these processes; and
 Define and develop the concept for new processes at a level of detail sufficient to guide system

selection.
Assessment el Development
— and Reporting
* Research and assess processes, » Conduct workshops * Develop vision and concept

systems and performance . ) . )
y P » Develop vision statements * Refine vision, business case
* Detail agency requirements for .

gencyreq * Assess cost and benefits
performance

* Present the change imperative * Prepare final report

* Vision and concept
* Vision workshop * Implementation program
» Business case revision

Weeks 1-5 Week 6 Weeks 7-10 >

Elapsed Time

* Reengineering training
» Change imperative

Deloitte & Touche Consulting CHANGE IMPERATIVE - Purchase to Payment Process Vision Visioning Final Report
Group Page 3 4/15/97



MT PRRIME

M\, Project Scope

Purchasing and Accounts Payable relating to all goods and services will be covered
excluding the management of fixed assets and inventories.

Accounts Payable

L ] L ] L ] L ]
Financial Human Asset === = == ==
Management Resources Management
Al nt Empl .
ceounts ployee Planning
Payable Relations =
- Q
Procurement Accounts Staffing, Fixed 5 £
Receivable De-staffing Assets & =
o c [}
Reportin Trammga— @ 3 3
porting raining [~ Procurement ] = S
and Analysis Development s > 2
2 5 g ?
Budgeting and Perform. . = o >
Forecasting | Mgmt—T | Purchasing g a <
5 = )
4/_ Compensation . g é <%
Payroll and Benefits Maintenance LI | = HiE|EN LI LU L
| —— Y —— N e—— E—

In Scope Out of Scope
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MT PRRIME

N\ Project Scope

The focus of this project is on the Purchasing and Accounts Payable activities of Asset
Management.

A Generalized Asset Management Model

4 N

Use and Disposal
Maintenance P

/

Needs Analysis
and Planning

The Asset Mana gement Model includes the ac quisition and
management of fixed assets, however, fixed assets and the PAM
system are not in sco pe.
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MT PRRIME
Project Scope

The Purchasing and Accounts Payable activities of the Asset
! : Management Model are detailed in the Business Process Detall
: below.
‘ BUSINESS PROCESS DETAIL--PURCHASING AND ACCOUNTS
PAYABLE N
/ MANAGEMENT FRAMEWORK FULFILLED
PROCUREMENT
PROCUREMENT ACTION NEED
o |dentify Need ® Receive and Reconcile
® Generate Requisition ® Process Invoice
® Generate Purchase Order e Pay Vendor
RECLE\E%TNS OMMODITY RSELIJ_Z'?I'II_é)EI\T s METHOD
PROCUREMENT MGMT. MGMT. oM. MGMT. FULFILLED
- PAYMENT
NEED e momen | s e« Sumeonee e OBLIGATION
o Client Registration and Specification e Supplier Registration e Standard Terms and
e Client Awareness Development e Supplier Evaluation Conditions
« Client Validation e Product Classification e Supplier Certification Development
o Client Appraisal « Product Evaluation e Supplier Performance
o Client Relationship e Procurement Strategy Assessment
Support Development e Supplier Relationship
e Supplier Product Support
Association
K SERVICE MANAGEMENT /

4 4 1

FINANCE HUMAN RESOURCES INFORMATION

Finance, Human Resources and Information Mana gement cut
across the entire or ganization, and provide su pport for
Purchase to Pa yment process.
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MT PRRIME

M\, Project Approach

K Interviewed more than 30 State employees in 10 State agencies, which
represents 69% of the State budget;

* Agencies interviewed varied in size;

* Estimated Purchasing transaction volumes and the number of Full-Time
Equivalent employees;

» Estimated Accounts Payable transaction volumes and the number of
Full-Time Equivalent employees;

* Calculated the agencies’ performance in each process area;

* Developed a qualitative assessment based on concerns and issues of
those interviewed;

* Interviewed 2 other State governments; and,
* Interviewed 3 private Montana enterprises.
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MT PRRIME
Situation Assessment

How Big is Purchasing?

No. of Supply and Material

Purchases * 100,000 Supply and Material purchases and

15,500 purchase orders in the State.

 Studied agencies account for 50% of Supply and
Material purchases, 65% of purchase orders, and
69% of the total State budget.

* Little consolidation in the purchasing of Materials
and Supplies:

[Large agencies average $596 per Warrant
[Small agencies average $573 per Warrant

* 17 FTEs in studied agencies.

» Purchasing Bureau’s portion totals $112 million.

No. of Purchase Orders

Virtuall y every State employee is a customer of the
purchasin g process.
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MT PRRIME

h/\\ A Situation Assessment

How Big is Accounts Payable?
Warrants by Agency

e 1.8 million Warrants and 31,244 No Warrant
Transfers.

* Studied agencies account for 56% of all Warrants
and 64% of No Warrant Transfers.

* Most Supply and Material warrants are issued for
small amounts:

No Warrant Transfers by Agency [198% of all Warrants for Supply and
Materials are for less than $5,000

[47% of the total dollars is for purchases
less than $5,000 (Purchasing Bureau
Study)

» 25 FTEs in studied agencies.

Althou gh the actual creation of a warrant is centralized,
much of the checkin g and reconcilin g of invoices occurs
In a decentralized fashion.
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MT PRRIME

Situation Assessment

Current Innovative Practices at the State

Benefits

Procurement Cards Eliminate the use of petty cash, purchase orders, department checks and warrants for low dollar
purchases.

Worldwide Web Site Eliminate the manual production and mailing of bids, enable automated internal ordering, and allow
vendors access to State purchasing information.

Procurement Reforms Allow the State more flexibility and greater choices in how it undertakes procurement activities. Provides
greater latitude for departments or agencies to manage vendor relationships and acquire goods and
services.

Purchasing Users Group An organization within the State that keeps purchasing personnel updated on State initiatives and
purchasing practices through meetings and a publication.

Cooperative Purchasing The State reduces cost on purchases where it facilitates the acquisition of common goods for several
agencies or external parties.

Flexible Purchasing Limits The delegation of appropriate purchase limits by agency matches the agencies’ resource capability in
purchasing with their need to purchase goods and services.

Standalone Systems Allows some agencies to track information to meet their requirements that otherwise could not be
reasonably met with the State’s core systems.

Barcoding Several agencies are investigating the acquisition of barcoding technology to enhance their capability to
manage fixed assets and inventories.

Limited PO Entry Limited entry of purchase orders is being carried out in the State and reduces the amount of re-keying,
enabling more efficient reconciliation.
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MT PRRIME

ﬁ/\\ . Situation Assessment

Current Purchase and Accounts Payable Process*

Field Field Agency Purchasing
Employee Supervisor HQ Bureau Vendor

Req'n. Shi Mail
Select p al
generate Copy Copy Copy oods, invoice
Need ID D Handoff $ filed Mail filed Ma'l vendor filed g
Need *
Generate Copy
identified flled Recewed/ Received/ D D MalI/Fax
Approved Recewe/ Prepare

Requisition
Approved

Generate
W
Receive =— ) )
goods File receipt
Receive /l and PO

PO

Prepare bid

*— | | | I | | | | | | | | | | | | | |

Reconcile Enter into ii;?i’\cz STEPS 38
to PO X Released from
Process and Req'n. agency ”"t");‘;“’ SBAS to WW
) system
Invoice o Handoff ) L HandOﬁS 9
Receive Field AP * S
\/ Arproves Handoff Mail check to Approvals/Checks 7
AP HOC, APPX, . vendor K ) I 5
Lotus, Log e-key eylng n
Approve —
into SBAS .
Pay < * Does not include
Vendor

mailroom activities or

\/ problem resolution!!

The paper based process is com prised of man y non
value-added activities, includin g 9 handoffs, 5 re-ke ying or
entry, 5 mailin gs and 7 a pprovals/reviews.
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MT PRRIME

ﬁ/\\ . Situation Assessment

Purchase Order Performance Indicators

Purchase Orders By Agency FTEs By Agency
4000 41
2000
0 0+
abcdefghijk abcdefghijk

* Average purchase orders per FTE =763

POs Per FTE by Agency « The findings are complicated by several factors

2000 such as the dollar value of the purchase order,
complexity of the purchase and the agency
1000 purchase order limit.
* FTE numbers are conservative, as they do not
0 include all FTEs involved in purchasing, and

abcdefghijk

tend to focus on agency headquarters.

Agencies with lar ger volumes of purchase orders are more
efficient.

Deloitte & Touche Consulting CHANGE IMPERATIVE - Purchase to Payment Process Vision Visioning Final Report
Group Page 12 4/15/97



MT PRRIME

M\ . Situation Assessment

Accounts Payable Performance Indicators

Transactions By Agency FTEs By Agency
40000 4
3000011 3-
200007 21
1000011 11
O-A O-A
abcdef ghi |k abcdef ghi jk
Transactions Per FTE by Agency « Average number of transactions per FTE =
15000 6476
100004 * Agencies with large volumes are more efficient.
» Excluded activities include mailroom, paper
500011 flow between Purchasing and Accounts
0+ Payable, and problem resolution.

a bcde fghi |k

Volumes tend to drive efficienc vy in transaction based
processes such as Accounts Pa yable processin g.
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MT PRRIME
What Are the Issues?

\
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MT PRRIME

M\, What Are the Process Issues?

Duplication/Rework

* Significant duplication of effort in manually integrating the Purchasing Process and the
Accounts Payable Process.

* Significant time and effort is spent re-keying information from agency systems to the
State’s core systems.

* POs often created manually, entered into a system, then printed and executed as paper
purchase orders.

Handoffs
 Eight to ten handoffs were identified throughout the typical purchase order process as a

result of the State’s historical commitment to the division of duties and control of
resources.

Approvals/Checking

* Typical purchase with a purchase order
requires approximately seven approvals
or reviews.

* Requisitions and/or purchase orders are
often required for low-value purchases.
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MT PRRIME

N\, What Are the Technolo gy Issues?

Fragmentation and Lack of S ystem Inte gration
* Multiple systems that do not speak to each other result in redundant manual input.
* Lack of common systems eliminates opportunity for integration.

Sub-Optimal Use of Technolo gy

* Paper often drives processing even when systems support available.
* Electronic funds transfers to vendors not fully utilized.

* Electronic Data Interchange not utilized.

Inade quate Agency Systems
* Home-grown systems in many agencies provide weak support for management
decision making, and may produce unreliable data.
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MT PRRIME

N\, What Are the Infrastructure Issues?

Inte gration
* State infrastructure is functionally oriented; agencies remain independent and
utilize different processes; functions within agencies act autonomously.

Inconsistenc y
* Policies and procedures not carried out consistently across the State. Different
agency processes are used to acquire similar items.

Forecastin ¢
* Support for encumbrances and accruals is weak and time-consuming,.

]

i
o R

;@
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MT PRRIME
What Are the Peo ple Issues?

Frustration
* Process, technology and infrastructure shortcomings create frustration.
* Frustration impacts on morale and effectiveness of State employees.

Lack of Trainin ¢
* Training is spotty at lower levels.
* Agency-specific processes preclude enterprise-wide training.

Limited Career Path

* Perception of limited opportunities to progress in careers as purchasing or accounts
payable professionals.

* Lack of consistency when an employee moves to a different agency and does not
understand the new agency’s system or processes.

=7 \\\>
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MT PRRIME

N\ A Findin gs of Public Sector Research

ﬂ?esearch at the States of Ore gon and Utah hi ghlighted a number of
areas of potential interest to the State of Montana  (see appendix).
Some of the more im portant findin gs are summarized below:

* Enterprise-wide systems enable the integration of all processes, including
Purchasing and Accounts Payable across the State.

* Electronic purchase orders, receipts and invoices greatly reduce manual handling
and reconciliation time.

* Online purchase orders decrease accounts payable processing time.

* Electronic bidding systems reduce the cost of manual preparation, mailing and
advertising.

* Only purchases greater than $50,000 go to Central Purchasing for formal bid.

* Agencies generate and approve the online purchase order so Accounts Payable
focuses on paying, not reconciling.
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MT PRRIME

N\ A Findin gs of Private Sector Research

/ Interviews with Montana Power , Washin gton Cor poration and Montana
Rail Link revealed the followin g:

* All private sector benchmarked enterprises have implemented enterprise-wide
financial information systems.

* The primary benefits of these systems are the integration of widely dispersed
operations and the ability to electronically reconcile or match purchasing
information with accounts payable information.

* While purchasing has remained decentralized, accounts payable activities are
largely centralized and automated.

* Integration of asset management information with purchasing allows for better
control and monitoring of inventories and fixed assets.
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MT PRRIME

'J\ A Benchmark Findin gs

Purchasin g
POs Per FTE
3500
30001
25001
2000°
15001
10001 * State of Utah processes invoices of
5001 $25,000 value or greater in its Central
0 Purchasing.
State of Other Private World
Mortara States Sector Class * Private sector Montana companies are
MT a better benchmark because they
handle low dollar value purchase orders
and their offices are widely dispersed
throughout the State.

Private sector benchmark com panies are vastl y superior in
efficienc y as a result of enter prise-wide technolo gy,
Inte gration , and refined processes.
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MT PRRIME

'J\ A Benchmark Findin gs

Accounts Pa yable

* Comparable states have almost
twice the efficiency.

* Benchmark enterprises have
eliminated non value-added
activities and integrated enabling

Transactions Per FTE technologies.

* Accounts Payable tends to be

160001 : _
14000+ largely automated with electronic
120001 integration with vendors.
100001
80001 * State of Montana spends much
6000+ effort reconciling purchase orders to
4000- invoices and agency systems to
20001 core State systems.
0_
State of Other Private World
Montana States Sector MT Class

In Accounts Pa yable, where efficiencies are drivenb vy
automation , centralization and economies of scale |, the
benchmark enter prises are well ahead of the State of Montana.
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MT PRRIME

Process Characteristics

Information Processin g

Receive &
Reconcile

Purchase Order
Generation

Accounts Pa yable
Processin g

* 17 FTEs * Decentralized * 25 FTEs * Manual processing
* 12,971 POslyear * Manual receipt * 161,900 transactions . Multipl_e systems and
* 763 POs/FTE * Manual * 6476 transactions per re-keying
- Paperwork required reconciliation to FTE * No linkage between
for low-value paper PO * Hard copy State and vendors, or
purchases reconciliations and within State
multiple checking

BEST PRACTICES (Private Sector Montana Enter prises)

*7FTEs * Highly automated * 43 FTEs * Enterprise-wide
* 8,500 POslyear * Online receiving * 60,600 transactions per ~ System
* 1,214 POS/FTE and reconciliation year * Electronic funds
« Online PO * Integrated with « 14,000 transactions per ~ transfer
generation Purchasing and FTE * One time keying
Accounts Payable  « Aytomated matching
* Centralized processing
* Single system
processing
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MT PRRIME

N\, Opportunit y Analysis - Purchasin g

Purchase Orders Per FTE
Private Sector Montana 1,800
State of Montana 800 = 2.25 times greater efficiency
Total FTES
Study Agencies 17 (66% of POs)
State of Montana 26 (Estimated 100% of POs)
No. of FTEs Re quired at
Benchmark Efficienc y 12 (26 FTEs divided by 2.25)
State Efficienc y Gain
Opportunit y 14 (26 FTES minus 12 FTES)
Total Potential Savin gs $448,000 (14 FTEs times $32,000)
Benchmark Potential-- World Class
Private Sector Performance
14 FTEs 19 FTEs
$448,000 $608,000

The State has a si gnificant o pportunit y to reduce cost throu gh the
Improvement of processes , the inte gration of enter prise-

wide applications , and innovative practices. This re presents P.O.s

only; similar gains are likel y throu ghout other purchasin g activities.
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MT PRRIME

N\, Opportunit y Anal ysis--Accounts Pa yable

Transactions Per FTE
State of Montana 14,000
Private Sector Montana 6,500 = 2.15 times greater efficiency
Total FTEs
Study Agencies 25 (55% of POs)
State of Montana 46 (Estimated 100% of transactions)
No. of FTEs Re quired at
Benchmark Efficienc y 21 (46 FTEs divided by 2.15)
State Efficienc y Gain
Opportunit y 25 (46 FTEs minus 21 FTES)
Total Potential Savin gs $800,000 (25 FTEs times $32,000)
Benchmark Potential-- World Class
Private Sector Performance
25 FTEs 27 FTEs
$800,000 $864,000

The State has a si gnificant o pportunit y to reduce cost throu gh
the im provement of processes , the inte gration of
enter prise-wide a pplications , and innovative practices.

Deloitte & Touche Consulting CHANGE IMPERATIVE - Purchase to Pa yment Process Vision Visionin g Final Re port
Group Page 25 4/15/97



MT PRRIME

N\ A Conclusions

If the State of Montana were to redesi gn its Purchasin g and Accounts Pa yable

Processes , implement an inte grated enter prise-wide information s ystems and utilize

innovative Purchasin g and Accounts Pa yable practices , there would be man y benefits:
* Cost Reductions Over Payback Period

Benchmark Potential World Class Performance _

10-Year Savin gs 10-Year Savin gs ;Z‘;‘far;fgi'al

Purchasin g Saa80.000 $6,080,000 nluded.
Accounts Pa yable (Iﬁi’?not(e)’rggto) $8,640,000
TOTAL $12,480,000 $14,720,000

* Quality Improvement

As non value-added activities (such as handoffs, manual preparation, re-keying and
rechecking) are reduced, State employees will have more time for value-added activities (such

as analysis and continuous improvement).

* Integration

As Purchasing and Accounts Payable processes are integrated and automated, errors will be
reduced, cycle time will improve, and employees will have a wider appreciation of the

processes.

There is a si gnificant Im perative for chan ge...both
quantitative and qualitative.
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MT PRRIME
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CHANGE IMPERATIVE

Purchase to Pa yment_Process
Vision Appendix

Public and Private Sector Research
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MT PRRIME

N\ A Findin gs of Public Sector Research

STATE OF OREGON

Purchase Orders/FTE 600 ($16 million/FTE)
Invoices/FTE n/a
Systems ADTICS (Peat Marwick)--
Statewide Financial System

The State of Oregon utilizes a Statewide financial system that integrates the financial
information of its agencies. The Vendor Information Program allows vendors to access Statt
bid information through the World Wide Web. This reduces the cost to the State for
manually processing bids by approximately $700,000 per year (labor and postage).

1%
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MT PRRIME

N\ A Findin gs of Public Sector Research

STATE OF UTAH

Purchase Orders/FTE 300 ($40million/FTE)
Invoices/FTE 10,000
Systems AMS Inc, GFS, “FINET”

The State of Utah utilizes an “extended” purchasing system whereby purchase orders
are entered into the system in the field. Electronic data transfer is used to “move” the
purchase order around the State. Two or three way reconciliation enabled through
automation of the financial systems. Accounts Payable is extremely efficient largely
because of the online purchase order s and the ability of the Accounts Payable
department to concentrate more time on processing transactions and less on manual
reconciliation and filing.

Innovative practices include their Freight Management Program, Cooperative
Purchasing Program, Electronic Purchase Orders, and Natural Gas Program.
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MT PRRIME

N\ A Findin gs of Private Sector Research

MONTANA POWER

Purchase Orders/FTE 1,500
Invoices/FTE n/a
Systems Dun and Bradstreet

Montana Power uses an automated Purchasing and Accounts Payable system which
provides automated purchase order/invoice matching. Requisition and purchase order
information is entered online in the field. Automated processes transfer that information
to their Central Purchasing office where the purchase order is issued and sent to the
vendor. When the goods are received, the clerk enters that data online. When the
invoice is received, Accounts Payable keys the invoice number, purchase order number
and dollar amount. Transactions which match properly are paid automatically. Errors
and non matched transactions are automatically routed to the applicable purchasing
officer. Receipt of goods updates asset and inventory databases.
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MT PRRIME

N\ A Findin gs of Private Sector Research

MONTANA RAIL LINK

Purchase Orders/FTE 2,520 P.O.S/IFTE
Invoices/FTE 13,700 Invoices/FTE
Systems J.D. Edwards Inc.

Montana Rail Link uses an online matching system for purchase orders. At purchase, the
purchase order is generated online with cost, quantity, description, etc... Requisition is
prepared in the field and sent to Central Purchasing where the purchase order is created
and entered into the system. Distribution is handled electronically as is reconciliation when
the invoice comes into Central Accounts Payable. Two-way (for inventory items) and three-
way (for direct purchases) reconciliation is utilized.
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MT PRRIME

N\ A Findin gs of Private Sector Research

WASHINGTON CORPORATION

Purchase Orders/FTE n/a
Invoices/FTE 16,085
Systems J.D. Edwards Inc.

Washington Corporation has implemented an enterprise-wide information system that
enables it to efficiently process accounts payable. Through the automation of all
purchasing information, reconciliation of invoices is processed electronically. The J.D.

Edwards Inc. system also integrates the companies that operate under the Washington
Corporation umbrella.
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